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The Role of Press Freedom in Economic
Development: A Global Perspective
Abdullah Alam and Syed Zulfiqar Ali Shah
Department of Management Sciences
International Islamic University, Islamabad, Pakistan

In this study, the authors explore the role of press freedom in the development of an economy,
both in terms of economic growth and foreign direct investment. The relationship between press
freedom, foreign direct investment, and economic growth is analyzed using a balanced panel of 115
countries. The existence of a bidirectional relationship between press freedom and economic growth
is established using the generalized method of moments technique. We also find a bidirectional
relationship between foreign direct investment and economic growth using the analysis. Our results
are not contradicted by similar indices produced by Reporters Sans Frontières and Freedom House.

INTRODUCTION
A free, open, and noncaptured press not only bridges the gap between the government and
its citizens (Besley, Burgess, & Prat, 2002), but also reduces corruption (Djankov, McLiesh,
Nenova, & Shleifer, 2002), fights religious extremism (Anam, 2002), induces political participation (Leeson, 2008), and augments economic growth (Roll & Talbott, 2003). An independent
press is useful for the general public in the sense that it presents a “truer” or more fact-based
picture of society and increases the accountability of the representatives of the public (Leeson,
2008; Sen, 1999; Stiglitz, 2002). A free press may also lessen instances of corruption (Besley
& Burgess, 2000; Sen, 1984).
The press also can provide the government with important feedback regarding policy, and
this feedback is potentially a driving force in the growth of the economy (Roll & Talbott,
2003). As shown in Figure 1, most of the countries with relatively free media have shown
positive growth, although there are some countries like China and Vietnam that show higher
gross domestic product (GDP) growth but a not-very-free press.
Abdullah Alam is a research scholar at the International Islamic University in Islamabad, Pakistan. Syed Zulfiqar
Ali Shah is an assistant professor at the International Islamic University in Islamabad, Pakistan.
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FIGURE 1 Gross domestic product (GDP) growth and press freedom across countries (averaged for 2002–
2010). Press freedom (RSF) refers to the index published by Reporters Without Borders (Reporters Sans
Frontières) as an annual score representing the ranking of the countries with regard to the freedom of the press
in the country. A score of 0 represents perfectly free press. As the score increases, press freedom worsens. For
GDP growth, natural logarithm of the real GDP per capita values of each year is taken and then each value is
subtracted from its initial period value to calculate growth.

The press and media more generally shape public opinion and are factors in the political
decision-making process. Thus, we suggest that a free press contributes to economic growth
(EG) and prosperity. As Stiglitz (2000) noted, efficient and effective political and economic
markets require accurate information. The press also “shortens” the gap between the government
and the general public (due to the information flow), thereby helping in the implementation of
policies effectively and more efficiently.
Many governments pass laws that constrain the media and their reporting capabilities.
In these instances, governments may use the press as propaganda channels. In other cases,
governments use overly restrictive laws to control press reporting. Some autocratic regimes
with robust EG may have incentives to further stifle press freedom (Yi, 1997).
Nondemocratic governments are typically resistant to press freedom. Regime change requires
accurate information, and efforts to change regimes may lack the required coordination in the
absence of a free media (Persson & Tabellini, 2006). Even a partially free media can harm
autocratic interests and result in the end of dictatorships (Hill, 2005).
We suggest, most generally, that the press contributes to EG by providing accurate information flows. Somewhat more precisely, we suggest that foreign direct investment (FDI) is an
important mediating factor between press freedom and EG: Press freedom also encourages FDI
by providing reliable information that is valuable to foreign companies and investors. Thus,
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press freedom reduces the riskiness of FDI in a nation, which itself then generates greater
levels of economic development.
In this study, we explore the causal relationship between press freedom, EG, and FDI. The
contribution of the study to the literature is significant, as this is the first study (to the best
of our knowledge) to incorporate the GMM estimation technique to uncover the short- and
long-run causalities between the freedom of press, EG, and FDI.
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LITERATURE REVIEW
According to Comeforo (2010), the press should work for the general interest of the public and
its directive should be derived from the citizens, not from the office-bearers of the government.
This role of the press is probably only realizable if it is largely free from substantial bias and
capture. There is a general consensus among researchers and practitioners that media bears the
responsibility of handling the direction and motive of the authorities to work for the interest
of the public only (Stiglitz, 2002).
The value of a free press is significant. For example, Sen (1999) underlined the notion
that a free media contributes to electing representatives that reflect voters’ true preferences.
An unbiased and independent press may also help reduce religious extremism (Anam, 2002)
and lessen corruption (Ogbondah, 1994; Djankov et al., 2002; Reinikka and Svensson, 2005).
Moreover, Strömberg (2004) found that higher levels of information resulted in greater levels
of relief funds from the government. A free press creates accountability and improves the
quality of life for citizens. Besley and Burgess (2001) showed that, along with some other
factors, Indian states having superior newspaper distribution channels have been more effective
in dealing with food crisis.
Another important aspect of press freedom is to reduce information asymmetry and to bridge
the gap between the citizens and the government (Besley, Burgess and Prat, 2002). This helps
the government to get feedback on their policies and also help them in shaping the policies
for the interest of their people. Press freedom also encourages political participation from the
public (Karppinen, 2007; Kuenzi and Lambright, 2007; Leeson, 2008).
Egorov, Guriev, and Sonin (2009), in their work on the determinants of media freedom in
nondemocratic regimes, discuss an interesting aspect of media freedom. According to them, in
such social orders, media freedom is necessitated as it allows for a fair and independent analysis
of his/her policies. In case of media suppression, the dictator fails to provide enticement to
the bureaucracy, which may bring up a meager economic performance and, in the long run,
results in the removal of the autocrat. On the contrary, calls of poor policy outcomes on behalf
of an independent press, may entice the general public into a collaborated effort causing the
downfall of the dictator. So, press freedom provides a way to the general public to monitor the
performance of the office bearers and to decide the nation’s fate.
Foreign investment in an economy plays a significant role in its EG (Hayami & Godo, 2005;
Yao & Wei, 2007) and its press freedom. The FDI–EG relationship has also been explored
by Borensztein, de Gregorio, and Lee (1998) and De Mello (1999) who found a positive
relationship between FDI and growth. Choe (2003), for a sample of 80 countries, established
bidirectional causality relationship between FDI and EG. Researchers like Whalley and Xin
(2006) and Yao and Wei (2007) have suggested the role of FDI in the EG of China. Using a
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panel of 115 countries over a period of 20 years, Dutta and Roy (2008) argued that FDI is
crucial for a liberated and competent media.
We suggest that a suppressed and a captured press does not show a true reflection of
the policies and practices of the host economy and thereby hampers the flow of information
to the firms likely to invest in the economy. Also media suppression causes lesser political
participation (Leeson, 2008) and may lead to political unrest. This political instability negatively
affects the investment climate of the host economy (Barro, 1991; Alesina, Özler, Roubini, &
Swagel, 1996) and reduces EG (Gyimah-Brempong & Tynor, 1999; Nkurunziza & Bates, 2003;
Zablotsky, 1994). Pal, Dutta, and Roy (2011) asserted that free media induces the government
to work for the citizen’s interest and provides an enhanced investment and business climate.
DATA AND METHODOLOGY
Data
This study uses a balanced panel of 115 countries1 over the time period 2002–2010. The
selection of time period was based on the fact that the press freedom index by Reporters
Sans Frontières (RSF)2 covers the period from 2002 to 2010. GDP per capita (constant 2000
US $), FDI, net inflows (% of GDP) and the press freedom index are used as the variables
for the study; representing EG, FDI, and press freedom (PF_RSF) respectively. For robustness
check, we also use the press freedom index3 (PF_FH) by Freedom House.4 For the variable
EG, natural logarithm is taken for the real GDP per capita values of each year and then each
value is subtracted from its previous period value to calculate growth. FDI variable is used in
percentage (of GDP) terms. Data for the EG and FDI variables is taken from the World Bank
World Development Indicators (WDI) online catalog.
There had been significant changes in the press freedom scores of the countries5 over the
time period undertaken in the present study. For example, the press freedom in Algeria declines
as its index (RSF) moves from 31 in 2002 to 47.33 in 2010. For Austria, the score improves
from 7.5 in 2002 to 0.5 in 2010. For Azerbaijan, press freedom index deteriorates from 34.5 in
2002 to 56.38 in 2010. For Benin, the scores move from 6 in 2002 to 19 in 2010. For China,
press freedom improves as the index records significant change from 97 in 2002 to 84.67 in
2010.
Time series graphs for ln real GDP and RSF’s press freedom index have been plotted for
some of the countries to show the general trends of press freedom and EG over the period of
1A

list of countries is available in the appendix.
freedom index is published by Reporters Without Borders, as an annual score representing the ranking of
the countries with regard to the freedom of the press in the country. A score of 0 represents perfectly free press. As
the score increases, press freedom worsens. For more information on the index and its formation, visit http://en.rsf.org
3 Freedom House awards a numerical ranking of 0 (most free) to 100 (least free) to each country in association to
its freedom of the press.
4 Tran, Mahmood, Du, and Khrapavitski (2011) pointed out that the two measures of press freedom from Reporters
Sans Frontières (RSF) and Freedom House (FH), although being highly correlated (0.83 in case of the our study
sample), show different results. We are grateful to the anonymous referee for pointing out this issue.
5 This discussion is necessary considering the short nature of the panel in terms of time period (2002–2010). The
authors are grateful to the anonymous referee for pointing out this issue.
2 Press
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(a)

(b)
FIGURE 2 A: Ln real gross domestic product (GDP) of Austria (2002–2010). B: Press Freedom of Austria
(2002–2010). RSF D Reporters Without Borders (Reporters Sans Frontières). (color figure available online)

2002–2010. Also, these graphs may give some insight into the relationship between growth
and press freedom, in general.
Figure 2 illustrates the time series trends of the ln real GDP and press freedom for
Austria. The general trend for EG has been positive whereas the press freedom index decreases
(improves) for the time period of the study, moving from 7.5 in 2002 to 0.5 in 2010. Although
there had been a decline in GDP for 2009, this may have been due to the credit crunch
prevailing in most of the countries at that time.
Figure 3 refers to the trends of real GDP and press freedom of China for the study period.
China’s GDP has increased significantly throughout the period. Also, the general trend of the
press freedom index score has been downward, starting from 97 in 2002 to 84.67 in 2010.
Figure 4 highlights the time series trends of Russia for GDP and press freedom. Noticing the
time period 2008–2010, a decline in GDP for 2009 is associated with an increase (worsening)
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(a)

(b)
FIGURE 3 A: Ln real gross domestic product (GDP) of China (2002–2010). B: Press Freedom of China
(2002–2010). RSF D Reporters Without Borders (Reporters Sans Frontières). (color figure available online)

of press freedom index and a rise in GDP for 2010 is associated with an improved score for
press freedom.
Figure 5 refers to the time series graphs of GDP and press freedom of Switzerland. The
overall trend of Swiss GDP has been on the rise for the study time period. Also the press
freedom index has improved, in general, starting from 4.25 in 2002 to 0.1 in 2010. Table 1
gives a highlight of the summary statistics for the four variables used in this study.
Panel Unit Root Test
To test the co-integration and causality relationship between the three variables, panel unit root
tests are undertaken as a prerequisite. This study uses the Im, Pesaran, and Shin (2003) unit
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(a)

(b)
FIGURE 4 A: Ln Real real gross domestic product (GDP) of Russia (2002–2010). B: Press Freedom of
Russia (2002–2010). RSF D Reporters Without Borders (Reporters Sans Frontières). (color figure available
online)

root test in this regard. The Im, Pesaran, and Shin unit root test, using the likelihood structure,
allows for the residual serial correlation and relaxes the common autoregressive parameter
assumption. The test specification is given as:
xi t D ˛i C i xi;t

1C

i
X

ij yi;t

j

C "i t ;

(1)

j D1

where, i D 1; 2; 3; : : : ; N ; t D 1; 2; 3; : : : ; T ;  represents the difference operator; "i t represents independently distributed error term.
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(a)

(b)
FIGURE 5 A: Ln real real gross domestic product (GDP) of Switzerland (2002–2010). B: Press Freedom
of Switzerland (2002–2010). RSF D Reporters Without Borders (Reporters Sans Frontières). (color figure
available online)

TABLE 1
Descriptive Statistics
Variable

Obs.

M

SD

Economic growth
Foreign direct investment
Press freedom (RSF)
Press freedom (FH)

1,035
1,035
1,035
1,035

0.0272
4.2991
26.8553
49.0242

0.0453
6.7143
22.193
23.377

Minimum

Maximum

0.3891
32.196
0.1000
8.0000

0.2914
90.741
115.50
96.000

Obs. D Observations; RSF D Reporters Without Borders (Reporters Sans Frontières); FH D Freedom House.
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The null hypothesis H0 is i D 0 for all i , against the alternate hypothesis:
Ha :

(

i < 0

for i D 1; 2; : : : ; N1

i D 0

for i D N1 C 1; N1 C 2; : : : ; N

with 0 < N1  N:

Panel Co-Integration Test
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The next step after establishment of unit root in all the series is to search for co-integration.
Co-integration ascertains the existence of long-term relationship between the dependent and
independent variables. In this article, Pedroni (2004) co-integration test is used as follows:
EGi t D ˛i C ıt C ˇi FDIi t C
FDIi t D ˛i C ıt C ˇi EGi t C
PFi t D ˛i C ıt C ˇi EGi t C

i PF i t
i PFi t

C i t ;

(2)

C i t ;

(3)

i FDIi t

(4)

C i t ;

where EGi t and FDIi t represent EG and FDI. PFi t refers to the two press freedom indices
(PF_RSF and PF_FH taken separately); i represents cross-sections of the panel whereas t
represents the years in the sample; and ˛i and ıt present the country specific effects and the
deterministic time trends, respectively. For the Equations 2, 3, and 4, i t , i t , and i t represent
the predicted residuals.

Panel Causality Tests
After panel co-integration is established among the variables, Arellano and Bond (1991) GMM
estimation technique is used to search for short and long-term causalities among the three
variables. This estimation technique is implemented in two steps. First of all, residuals are
predicted from the Equations 2, 3, and 4. Then these residuals are used in the dynamic error
correction model specified as:
EGi;t D ˛1i C

h
X

ı11i;k EGi;t

k

C

kD1

C

h
X

h
X

ı12i;k FDIi;t

k

kD1

ı13i;k PFi;t

k

C

1i i;t 1

(5)

C 1i;t ;

kD1

FDIi;t D ˛2i C

h
X

ı21i;k EGi;t

k

kD1

C

h
X
kD1

ı23i;k PFi;t

C

h
X

ı22i;k FDIi;t

k

kD1

k

C

2i i;t 1

C 2i;t ;

(6)
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PFi;t D ˛3i C

h
X

ı31i;k EGi;t

k

kD1

C

h
X

ı33i;k PFi;t

C

h
X

ı32i;k FDIi;t

13

k

kD1

k

C

3i i;t 1

C 3i;t ;

(7)
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where, EGi t , FDIi t , and PFi t represent EG, FDI, and press freedom, respectively, for country i
at year t.  represents the difference operator and  represents the serially uncorrelated error
term with zero mean. x represents the adjustment speed and k represents the lag length.
The significance of the error correction term, for the above three equations, indicates the
existence of long-run causality between the variables. The following process is implemented
to estimate causalities between the variables: For short-term causality, the null hypotheses are
H0 W ı12i;k D 0 and H0 W ı13i;k D 0 for 8i; k; to check if causality runs from EG to FDI and/or
press freedom, in Equation 5. Equation 6 uses the null of H0 W ı21i;k D 0 and H0 W ı23i;k D 0
for 8i; k; to check if causality runs from FDI to EG and/or press freedom. For Equation 7, we
have the null hypotheses H0 W ı31i;k D 0 and H0 W ı32i;k D 0 for 8i; k; to check if causality
runs from press freedom to EG and/or FDI. To check causality in the long-run, the significance
of the adjustment speed is determined by testing if the coefficient . / of the respective error
correction term is zero. To determine strong causality, joint tests are applied on the three
equations for the coefficients of explanatory and the error correction terms: FDI and PF each
with , EG and PF with  and EG and FDI with  for Equations 5, 6, and 7, respectively.

EMPIRICAL RESULTS AND DISCUSSION
Panel Unit Root Test
Table 2 mentions the Im, Pesaran and Shin (2003) panel unit root test results for the four
variables under study: EG, FDI and the two press freedom indices. It is clear from the table
that all the four series confirm the presence of a unit root at 1% significance level. Therefore,
the series under consideration are all integrated of order I.1/.
Unit root tests are prerequisites for the co-integration and causality analysis to be conducted
for our sample.
Panel Co-Integration Test
As mentioned before, after establishing the evidence of integration at I.1/, panel co-integration
tests are applied to determine the long-run relationship between the variables. Table 3 reports
the results of the Pedroni (2004) panel co-integration tests, run for the three variables EG, FDI,
and press freedom. The test statistics clearly show that the null hypothesis of no co-integration
is rejected against the alternative hypothesis of the presence of co-integration between the three
variables.
Co-integration between the three variables under study indicates the presence of long-run
relationship between the three variables, although the direction of causality cannot be specified
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TABLE 2
Panel Unit Root Test Results

Variables

Downloaded by [Abdullah Alam] at 07:42 25 February 2013

EG
FDI
PF_RSF
PF_FH
EG
FDI
PF_RSF
PF_FH

Im, Pesaran, and
Shin Test Statistics
1.009
0.705
0.357
1.784
8.155***
4.267***
7.239***
15.494***

Lag length was selected using Akaike Information Criterion (AIC). EG D
economic growth; FDI D foreign domestic investment; PF_RSF D Press
freedom: Reporters Without Borders (Reporters Sans Frontières); PF_FH D
Press freedom: Freedom House.
***indicates significance at 1% level.

as yet. For estimating the directions of causality between the variables, causality analysis is
conducted using GMM estimation technique.
Panel Causality Test
Arellano and Bond (1991) GMM estimation results for Equations 5, 6, and 7 are presented
in Table 4A and 4B. The results of causality analysis in Table 4A and 4B by using the two
different press freedom indices produce similar results in terms of hypotheses testing, apart
from one case of reduction of significance in the case of Equation 5 for the impact of press
freedom on EG. The evidence of robust results from the analysis of this study negates the
argument of Tran et al. (2011), who found contradicting results using the two indices.
The causality analysis for Equation 5 indicates that press freedom impacts EG in the short
and the long-run, whereas FDI affects growth in the long-run only. This clearly corresponds
to our hypothesis that press freedom and FDI enhance the EG of a nation. Our findings for
the FDI to EG impact are consistent with those of Borensztein et al. (1998), Choe (2003),
De Mello (1999), Hayami and Godo (2005), and Yao & Wei (2007). This means that more
foreign investment into the domestic economy yields better growth rates. On the same lines,
our analysis estimates that freedom of the press enhances the EG of the country; although
this research does not encompass the underlying reasons for this relationship. FDI is one
of the reasons for this positive association of press freedom with EG in the sense that press
freedom presents foreign investors the joy of information symmetry; thereby motivating foreign
capital into the economy and hence results in its economic development. Some other potential
reasons for the press freedom–EG relationship may be reduced corruption, increased public
participation, rule of democracy, and political stability. In short, we can say that press freedom
may directly impact the EG or through its interaction with FDI.
For Equation 6, EG is seen to influence FDI into the economy indicating the strong-form
causality relationship between the two variables. This relationship seems to be obvious, as a

15

No deterministic trend
Deterministic intercept and
trend
No deterministic trend
Deterministic intercept and
trend
No deterministic trend
Deterministic intercept and
trend

No deterministic trend
Deterministic intercept and
trend
No deterministic trend
Deterministic intercept and
trend
No deterministic trend
Deterministic intercept and
trend

Trend

3.88***
4.16***

3.28***
8.46***

3.83***
8.70***

3.09***
7.84***

2.99***
7.43***

4.02***
9.00***

Panel v

Panel
PP

7.58***
17.6***

8.10***
11.4***

10.9***
18.8***

4.22***
6.58***

2.82***
7.83***

1.76*
6.68***

3.60***
14.9***

8.62***
12.6***

12.2***
21.3***

Freedom House index

2.44**
6.51***

2.83***
7.39***

2.34**
6.66***

Reporters Sans Frontières index

Panel
Rho

0.87
4.95***

4.85***
6.57***

4.99***
7.92***

2.48**
5.63***

2.20**
2.49**

5.99***
7.42***

Panel
ADF

8.73***
10.7***

7.49***
11.2***

6.22***
10.4***

7.84***
10.9***

7.58***
11.3***

6.54***
9.85***

Group
Rho

7.03***
16.9***

13.6***
21.0***

21.0***
27.0***

8.97***
19.7***

10.2***
15.6***

17.9***
25.5***

Group
PP

0.32
3.39***

4.71***
5.64***

6.16***
7.32***

3.46***
4.88***

0.20
0.46

5.23***
4.39***

Group
ADF

ADF D Augmented Dickey Fuller; PP D Phillips-Perron; EG D economic growth; FDI D foreign domestic investment; PF_RSF D Press freedom: Reporters
Without Borders (Reporters Sans Frontières); PF_FH D Press freedom: Freedom House.
***, **, * indicate significance at 1%, 5%, and 10% levels, respectively.

PF_FH

FDI

EG

PF_RSF

FDI

EG

Dependent
Variable

TABLE 3
Panel Co-Integration Test Results with Reporters Sans Frontières Index and Freedom House Index
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TABLE 4A
Panel Causality Test Results With Reporters Sans Frontières Index
Sources of Causation (Independent Variables)
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Short Run

Long Run

Strong Causality

Dependent
Variable

EG

FDI

PF_RSF

ECT

EG, ECT

FDI, ECT

PF_RSF, ECT

EG
FDI
PF_RSF

—
1.52
7.51***

0.19
—
4.16**

10.74***
15.1***
—

0.994***
1.76***
1.69***

—
3.11***
2.16***

36.2***
—
2.86***

2.31***
1.19***
—

EG D economic growth; FDI D foreign domestic investment; PF_RSF D Press freedom: Reporters Without
Borders (Reporters Sans Frontières). ECT represents the coefficient of the error correction terms , , and . Wald
F-statistics are reported.
***, **, * represent significance at 1%, 5%, and 10% level, respectively.

TABLE 4B
Panel Causality Test Results With Freedom House Index
Sources of Causation (Independent Variables)
Short Run
Dependent
Variable
EG
FDI
PF_FH

Long Run

Strong Causality

EG

FDI

PF_FH

ECT

EG, ECT

FDI, ECT

PF_FH, ECT

—
2.18
11.2***

2.16
—
5.97**

4.41**
22.3***
—

1.51***
3.96***
2.15***

—
7.51***
2.59***

15.1***
—
2.31***

8.61***
6.36***
—

EG D economic growth; FDI D foreign domestic investment; PF_FH D Press freedom: Freedom House. ECT
represents the coefficient of the error correction terms , , and . Wald F-statistics are reported.
***, **, * represent significance at 1%, 5%, and 10% level, respectively.

sound and economically growing nation will induce more foreign capital into the economy
due to the expectations and reliability of profit-seeking by the foreign investors. Our finding
regarding the impact of EG on FDI is consistent with the finding of Chakraborty and Basu
(2002) for an Indian sample. Bidirectional causality between EG and FDI estimated from
Equations 5 and 6 is consistent with Choe (2003). Also, the causality result for the Equation 6
approves our earlier motivation that press freedom may impact EG through its interaction with
FDI, because a significant relationship was estimated between press freedom and FDI both in
the short and long-run.
Causality estimation result for Equation 7 indicates that EG impacts press freedom both in
the short and the long run. This indicates the fact that, in a growing economy, the government
should be motivated to support a free and independent press because it has nothing to hide.
The bidirectional causality between EG and press freedom estimated from Equations 5 and
7 indicates that a free press boosts up the EG, whereas a growing economy motivates the
freedom of press. We can safely say that in order to establish long-run EG in an economy,
press freedom is an essential ingredient. Also, FDI impacts press freedom in the short and long
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TABLE 5
Panel Causality Test Results (With Reporters Sans Frontières Index) with Productive FDI
Sources of Causation (Independent Variables)
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Short Run

Long Run

Strong Causality

Dependent
Variable

EG

PFDI

PF_RSF

ECT

EG, ECT

PFDI, ECT

PF_RSF, ECT

EG
PFDI
PF_RSF

—
1.72
3.81***

0.41
—
0.81*

4.28***
3.56***
—

1.20***
1.92***
1.81**

—
3.11***
5.60***

9.52***
—
2.10*

1.13*
2.31**
—

EG D economic growth; FDI D foreign domestic investment; PF_RSF D Press freedom: Reporters Without
Borders (Reporters Sans Frontières). ECT represents the coefficient of the error correction terms , , and . Wald
F-statistics are reported.
***, **, * represent significance at 1%, 5%, and 10% level, respectively.

run supporting the results of Dutta and Roy (2008). The reason behind this connection may be
through the interaction of EG where FDI boosts up EG, thereby enhancing press freedom.
The significance of the ECT coefficient for Equations 5, 6, and 7 indicate that, for the
deviation of one of the three variables (EG, FDI, and press freedom) from equilibrium position,
the three variables interact to establish the long-term symmetry.
There may be a concern related to the use of net inflow of FDI (as a % of GDP) in our
estimation model as this includes financial investment. The argument in this regard is that the
only investment that should be captured by the model is the productive investment.6 To address
this concern, the net inflow of FDI was changed to productive FDI by subtracting portfolio
investment from total FDI. The model of the study (for the RSF index) was re-estimated using
productive FDI instead of net FDI. Because of unavailability of portfolio investment data for
25 countries, the original sample of the study was reduced to 90 from the original 115. Table 5
reports the results of the re-estimation using productive FDI instead of net FDI.
Our results for the new model (with productive FDI) are robust to the previous results of
the net FDI models where all the associations were the same as in the original specifications.

CONCLUSION
Using a panel of 115 countries, we estimated the causal relationship between press freedom,
EG, and FDI. As a robustness check, two indices of press freedom were used, and an error
correction mechanism was used to establish causality. Bidirectional causalities were found
between (a) FDI and EG (FDI$EG) in the long-run, (b) press freedom and EG (PF$EG),
and (c) FDI and press freedom (FDI$PF) in the short and long run.
The suggested role of freedom of press in fostering EG was supported by the estimation
results of this study, which indicated a positive and significant impact of press freedom on EG.
This bidirectional relationship (PF$EG) indicates that freedom of press plays a vital role in
6

The authors are thankful to the anonymous referee for this argument.
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the development of the economy and the reverse relationship points out that an economically
growing country implements additional press freedom. The bidirectional relationship between
FDI and EG indicates that the foreign capital stimulates EG and EG stimulates increased
foreign investment. Our findings support the argument that the inflow of FDI into the economy
may be an important and potential channel through which press freedom and EG are related.
An independent and a fair press plays a role in the development of a society. Policy makers
should recognize that a free and fair press enhances the growth of the economy and policies
should be devised that promote and propagate a more fair and unbiased press. Doing so would
enhance the trust that the public and investors have in the press and in the long run, it would
advance the development of the economy. An important step forward would be to privatize the
press in an effort to stimulate diverse voices and sources of information.
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APPENDIX: LIST OF 115 COUNTRIES USED IN THE PANEL
Algeria
Angola
Argentina
Austria
Azerbaijan
Bangladesh
Belarus
Belgium
Benin
Bolivia
Bosnia and Herzegovina
Brazil
Bulgaria
Burkina Faso
Cambodia
Cameroon
Canada
Cape Verde
Central African Republic
Chad
Chile
China
Colombia
Comoros
Costa Rica
Cote d’Ivoire
Croatia
Czech Republic
Denmark
Ecuador

Egypt
El Salvador
Equatorial Guinea
Eritrea
Ethiopia
Finland
France
Gabon
Germany
Ghana
Greece
Guatemala
Guinea
Guinea-Bissau
Haiti
Hungary
Iceland
India
Indonesia
Ireland
Israel
Italy
Japan
Jordan
Kazakhstan
Kenya
Kyrgyzstan
Lebanon
Liberia
Madagascar

Malawi
Malaysia
Mali
Mauritania
Mauritius
Mexico
Mongolia
Morocco
Mozambique
Nepal
Netherlands
Niger
Nigeria
Norway
Pakistan
Panama
Paraguay
Peru
Philippines
Poland
Portugal
Romania
Russia
Rwanda
Saudi Arabia
Senegal
Seychelles
Sierra Leone
Slovenia
South Africa

South Korea
Spain
Sri Lanka
Sudan
Swaziland
Sweden
Switzerland
Syria
Tajikistan
Tanzania
Thailand
Togo
Tunisia
Turkey
Turkmenistan
Uganda
Ukraine
United Kingdom
United States
Uruguay
Uzbekistan
Venezuela
Vietnam
Zambia
Zimbabwe

